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INTRODUCTION

In 1963 the federal government initiated direct assistance to increase
the supply of health care manpower. Since then, there has been a
continuing health manpower shortage, resulting in a series of con-
gressional acts, the most recent of which are the Comprehensive
Manpower Training Act and the Nurse Training Act of 1971,

The shortage of medical manpower was aggravated by increased
demand produced by other federal programs, specifically Medicare
and Medicaid. These programs reduced the effective price of medical
care for persons who had previously been able to afford only emer-
gency care. This led to an increased demand for nonemergency care.
Since measures to increase supply work only with a time lag, the
gap between supply and demand worsened in the later 1960s.

This paper considers medical personnel shortages, especially
the shortage of physicians, and the different ways to alleviate these
shortages. Chapter 1 gives a brief history (1963-1972) of legislation
intended to increase medical manpower supply. Chapter 11 discusses
the causes of the shortage, analyzing the elements affecting demand
for medical care in recent years and the elements affecting supply.
Chapter 11l analyzes the possible need for federal subsidies. It points
out the short-term nature of the problem and the long-term effects of
federal solutions. 1t also discusses the maldistribution in the supply
of medical manpower by geographical area and among specialties.
Chapter IV outlines ways of increasing the productivity of present
supply through more efficient utilization. Chapter V questions the
priority placed on manpower supply in the struggle to upgrade the
level of national health, and suggests alternative courses of action,
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CHAPTER 1

FEDERAL PROGRAMS FOR
MEDICAL MANPOWER
TRAINING

Considerable attention has been directed toward the problem of
increasing health care services in the United States. In recent years,
government programs have played a key role in the medical sector,
bearing part of the cost of services and subsidizing the training of
health personnel,

The federal government first gave direct assistance aimed at
enlarging the supply of medical manpower with the Health Profes-
sions Education Act of 1963 (P.L. 88-129). It provided a three-year
program of matching grants, beginning with fiscal year 1964, for
construction and improvement of schools for physicians, dentists,
pharmacis.s, optometrists, podiatrists, nurses and “professional
public health personnel.”” It also provided a six-year program of
loans to students pursuing doctoral degrees in medicine, dentistry,
and osteopathy.

The Nurse Training Act of 1964 (P.L. 88-581) authorized match-
ing grants for construction, expansion, and rehabilitation of nursing
schools and for curriculum improvements for the years 1966 through
1969. Assistance to student optometrists was added by P.L. 88-654
in 1964. The Health Professions Educational Assistance Amendments
(P.L. 89-290 in 1965) set up a system of scholarships. Ir addition,
it included a program of educational improvement grants to stimulate
enrollment in medical and paramedical schools and to improve the
quality of education in these schools for the fiscal years 1968 and
1969. These amendments included a “forgiveness” principle for
loans to students who practiced in an underserved area following
graduation, ‘The Allied Health Professions Personnel Training Act
(P.L. 89-751 of 1966), which further amended the 1963 legislation,
allowed a caneellation of 15 percent a year, up to 100 percent of the
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loan and interest, for a physician who practiced in a low-income
rural area designated by the secretary of Health, Education and
Welfare. It provided for expanding and improving the training o
semiprofessional manpower, and further broadened the 1963 legisla-
tion.

The Health Manpower Act of 1968 (P.L.. 90-490) extended federal
support, beginning with fiscal year 1970, and imposed specific restric-
tions on how federal funds would be spent. Besides amending the
various provisions of the 1963 legislation and four other laws (includ-
ing the Nurse Tre.ining Act of 1964 and the Allied Health Professions
Personnel Training Act of 1966), it included incentives to encourage
medical and nursing schools to increase their enrollments. It enlarged
the scholarship and loan programs. It increased the federal share in
construction costs for financially needy schools, set up a scheme to
seward schools according to increases in enrollment, and provided
special grants for innovative curricula which would expand and
improve manpower supply.!

Two laws enacled in 1971, the Comprehensive Iealth Manpower
Training Act (P.L. 92-157) and the Nurse Training Act (P.L. 92-158),
are intended primarily to accelerate the increese in the number of
medical personnel. These acts cover assistance grants to schools of
medicine, osteopathy, dentistry, and nursing, including bonus grants
for increasing enrollments by 5 percent and for graduating doctors
in less than four years. There are also grants for the trajning of other
health professionals. Public Law 92-157 covers a wide range of
programs dealing with the problems of shortages of medic: | person-
nel—-not only shortages in the aggregate but shortages throagh
maldistribution. To improve distribution of health care, it provides
for incentives to attract physicians to currently underserved areas *
and special grants to increase the number of graduates in certain
ficlds, such as family medicine.* The law also provides for scholar-
ships and loans to U.S. citizens enrolled in foreign medical schools.

The Uniformed Services Health Professions Revitalization Act
of 1972 (P.L. 92-426) authorizes a special school of medicine exclu-
sively for the armed forces and establishes scholarships at existing
medical schools to train military doctors. The measure is intended
to meet the problem of providing medical attention for members
of the armed forces and their dependents thai will result from the
expecled decreased supply of military doctors when the draft for
doclors ends,

The manpower training acis were followed by significant in-
creases in the number of physicians, dentists, and nurses entering the
field annually. In 1971 the aumber of graduating physicians was

4
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23 percent greater than in 1963, and enrollments in schools of
medicine and osteopathy were up by 30 percent over the same period.
Sixteen new schools of medicine and ostcopathy opened in the
1960s, compared with six in the 1950s and two in the 1940s. The
annual number of dentistry graduates has increased by 18 percent
since 1963 and nursing graduates by 24 percent since the enactment
of the Nurse Training Act in 1964." The presumption is that the earlier
medical manpower training acts were instrumental in bringing about
this substantial increase in training capacity and output of medical
personnel, although increases began before’ they were enacted, and
that the 1971 legislation will result in a further increase. The issues
to be discussed in the following chapters are the extent of the
shortage of medical personnel, and the need and desirability of the
new federal subsidies to eliminate it.




CHAPTER 1II

CAUSES OF THE SHORTAGE

Whether there is a need for additional medical personnel depends
on the demand for and supply of medical services. The current
shortage was brought about by an unprecedented increase in the
demand for medical care, particularly in the late 1960s, in great part
because of Medicare, Medicaid, and the growth in private third party
payments. The demand pressure was not met by a parallel -supply
response. Not only is there a time !ag in training and graduating
personnel, especially doctors whose training usually requires at least
five years beyond the bachelor's degree,' but also a special problem
in the nature of the demand for and supply of medical care itself.

Demand for Medical Care

¢

The demand for medical care is derived from the final demand for
good health, Demand usually cannot be measured directly. It is
observed from data that measure rates of utilization vesulting.from
the interplay of demand and supply. In an analysis of the demand
for medical care, both factors have to be taken into account. To some
extent in the medical field, suppiy creates its own demand.

Factors Affecting Demand for Medical Care. The major determinants
of demand for medical care can be put into two groups. First, there
are those that influence ability to purchase care—income, price of
medical care and other goods, and health insurance coverage and
philanthropy, whether government or private. Second, there are
those that influence consumer preferences and choices—-family size.
“age, sex, culture characteristics, education, technology, geographical
location, and availability of physicians.*

-/
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Empirical studies have shown that families with higher incomes
have higher expenditures on medical care.” It has also been sug-
gested that expenditures are related to permanent rather than to
current income (i.e., they are fairly independent of fluctuations in
income). The income-expenditure relationship is of course two-way:
demand for health services is a function of the health of the indi-
vidual, and the health of the individual could at some income levels
be directly related to his in~ome. The lowest income groups are more
likely to have poor nutrition and inappropriate health habits, and
may require health attention more frequently than higher income
groups. On the other hand, demand for nonemergency medical care
is strongly influenced by level of income. In the absence of third
party payments or philanthropy, lower income means, other things
being equal, smaller medical expenditures and postponement of all
but emergency care.

The price of medical care influences the demand for medical
care. However, for certain types of medical care, the magnitude of
this effect is small. Also, it is reduced by insurance and philanthropy,
which lower the effective price of the care.

One approach toward measuring the need for more medical
personnel in the long run is the forecasting of the behavior of demand
for medical care as incomes increase and as prices change. Increases
in income tend to raise, whereas increases in price tend to reduce,
the amount demanded.

Various studies indicate that the income elasticity of demand
for medical care is well below unify.! Thus if prices remain un-
changed, expenditures on medical care would be a declining propor-
tion of income.” Price elasticity of demand has been found to be
very low; for physician visits it is estimated at 0.2.% But elasticities
vary widely from one type of service to another. The demand for
emergency care is highly inelastic, insensitive to income or price.
But when medical care is not a matter of life and death, but is
postponable or even dispensable, people do consider price and their
pocketbooks. It is, to summarize, the combination of the growth in
third party payments and of the rise in prices, rather than growing
incomes, that explains the increasing share of income spent on
medical care in recent years and for the years ahead.

Demand for medical care varies with age and sex. The number
of physician visits is higher for the young (under five years) and
the old (65 and over) than for others, and higher for females than
for males.” Women in the child-bearing age consume more medical
care (of a specific type) than other women. That these are the people
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who also have more time to spare to seek medical care also influences
their use of medical s .rvices. .

Marital status likewise affects demand. A single person livinZ
alone may seek hospital care for an illness which for a person living
with his family would only mean care at home. Family structure,
which is connected with the size of houschold, affects the demand
for medical services and in particular for hospitalization and other
institutionalized care. The small nuclear family may not be able to
nurse a sick member, and must send him to a hospital. An extended
family, or even a large nuclear family, is more likely to accommodate
the needs of the sick within the framework of its work and school
dutics. likewise, care for the aged is transferred from family to
nursing home or similar institution in an urban society where nuclear
families dominate. Social change in America has contributed to the
increase in deman-l for institutionalized medical care.

Cultural differen.cs affect the use of physician services. Ac-
cording to one study, the utilization rate of physician services by
nonwhites was 70 percent of that by whites of the same income
level.> This pattern was not expected to remain unchanged, and in
fact utilization rates have risen. Other studies point out the cffect of
cultural differences on demand for health care. States with high
proportions of Scandinavians have high levels of health; ® immigrant
Jew: in spite of extreme poverty, have very low infant mortality;
Japw. 2se children in Califoriia have low accident rates; ' and New
York Jews have a high incidence of coronary heart discase."

The relationship of education to demand for medical care is
complex. Since the level of education is often related to the l:vel
of income, it is difficult to separate the effects of the two. Education
may increase demand through greater awareness of medical and
health needs. On the other hand, greater education could mean
better living habits and fewer illnesses, which would lower expendi-
tures for certain types of medical attention.

Changes in medical knowledge and tecnnology raise the expecta-
tions of consumers that medical services will bring them greater
benefits and tend to increase demand. New services become availavle
for previously untreatable conditions (as, for example, cornea trans-
plants), and these services generate their own demand. Probably
more than in earlier days, the adage that “‘an ounce of prevention is
worth a pound of cure” moves people o seck preventive care.

Changes in technology may also increase the use of physician
services if the new technology is “physician-intensive.” Since 1956,
most advances in medical technology (for example, renal dialysis,
cancer chemotherapy, open heart surgery), though producing only




marginal impiovements in general health indices, have required large
inputs of physician time and increased hospital use. In contrast, the
technological advances of the 1940s, such as antibiotics, economized
on physician and hospital services.?

Demand is affected to a large extent by the medical profession
itself. Observers seem to agree that the demand side of the medical
care market is imperfect.” Consumers often are not in a position
to assess the quality and character of the medical services they need
and the range of alternatives open. They rely on the judgment of
the doctor (the seller) who determines the mix of medical services,
tells them when to come back to see him, who else to see, what tests
to take, what operation to have, what medicines to take, even what
hospital to use. Frequently demand is what the profession decides
that a person nceds, rather than the resuit of a rational calculation
by the consumer based on what he wants and can afford, and on his
awarcness of alternatives and consequenées.'!

Scientific standards are uncertain and the subject of frequent
debat-.. In many cases, the comparative effectiveness of alternatives
is all that is taken into consideration: marginal benefits relative to
costs per unit of service are not often weighed before therapeutic
procedures are recommended.'” Especially when there is insurance
coverage, the economic circumstances of the patient are not taken
into consideration. The physician provides the best care techno-
logically possible at any cost, providing the patient or some third
party is willing to pay for it. This policy may be explained in part
by medical ethics and tradition, in part by a fear of malpractice suits,
in part perhaps by other factors.

The number of physicians available also influences the demand
for and utilization of medical care. In normal markets, an excess
supply depresses prices, and a greater number of physicians would
tend to lower the price of physician’s services. The market for
physician’s services does not however operate as traditional theory
suggests. Pricing in the physician care market does not systematically
vary with supply; rather, demand for physician’s services adjusts lo
the availability of physicians. Prices do not fall, but when there is a
sufficient number of physicians available, the costs of waiting and
travel decline, which encourages greater use of physician’s services.
Itis possible that, with an increase in the number of doctors, quality
of medical services rises, and cest per unit of service falls, even
though fees do not fall.

More important, however, when there is an abundance of physi-
cians in a given geographical area or field of specialization, care may
be prescribed which is not medically indicated (for example, un-

10




necessary surgery) or of only marginal importance (for example,
numerous postoperative visits). Since the consumer is in no position
independently to assess his requirements, his demand is related to
the availability of physician's services. On the other hand, where
physicians are scarce and where patients may have a long wait to
get service, they may handle their minor complaints themselves.
The physician will ration his services so that only those really
needed are given.

The significance of the physician’s discretionary influence can-
not be overstressed. To the extent that physicians can influence the
demand for medical care, attempts to relieve shortages by increasing
the supply of medical personnel (and facilities) are self-defeating.

Growth of Demand in Recent Years. The rise in demand for medical
care can be observed from the growth in expenditures on medical
care. Table 1 shows changes in expenditures over the years.

During the period from fiscal vear 1950 to fiscal year 1971, per-
capita expenditures in current dollars rose from $78 to $358. Per-
capita expenditures on health in constant doltars (using the consumer
price index deflator, sce Table 2) rose 170 percent. In terms of the
medical care component of the price index, the growth in actual care
received per capita was 90 percent.

Total national health expenditures in current dollars rose $63 bil-
lion, or 525 percent from the 1950 level.' In constant dollars, the
rise was 270 percent. In real terms (using the medical services com-
ponent rather than the consumer price index deflator), the growth
in expenditures showed a 160 percent increase in medical care
received.'”

In terms of the proportion of GNP spent on health care services,
the growth of expenditures during the period 1965-1971 exceeded
that of any earlier period (see Table 1). In 1970 and 1971, it was
54 and 60 percent, respectively, above the 1950 level.

The Role of Third Party Payments in Demand Growth. A major
factorin the growth in demand for medical care has been the growth
in third party payments.'® In the 1950s private health insurance grew
substantially. By fiscal year 1960, third parties paid 45 percent of
the personal health care bill." Private health insurance paid 21 per-
cent of the total (up from 7 percent in fiscal year 1950), and govern-
ment paid 22 percent of the total.*

The pattern changed in 1966 with the implementation of the 1965
Social Security Amendments (Medicare and Medicaid). Under
Medicare, government-funded and voluntary medical insurance bene-

11
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Table 2

INDICES OF MEDICAL CARE PRICES
(1967 = 100)

Professional Services

Consumer Price Index (selected items) .

—— - -~ Hospital
. Medical Physician’s Dentist’s Daily

Year All items carea fees fees Charges
1950 72.1 53.7 55.2 63.9 28.9
1955 80.2 64.8 65.4 73.0 41.5
1960 88.7 79.1 77.0 82.1 56.3
1965 94.5 89.5 88.3 92.2 76.6
1966 97.2 93.4 93.4 95.2 84.0
1967 100.0 100.0 100.0 100.0 100.0
1968 104.2 106.1 105.6 105.5 113.2
1969 109.8 1134 1129 112.9 127.9
1970 116.3 120.6 1214 119.4 143.9

1971 121.3 128.4 129.8 127.0 160.8

a Medical care component includes drugs and prescriptions, professional services
for obstetrical cases, tonsillectomies, adenrcidectomies, optometric examination

and eyeglasses, in addition to physician's fees and dentist's fees.
Source: U.S. Bureau of the Census, Statistical Abstract of the United States,
1972 (Washington: U.S. Government Printing Office, 1972), Tables 90 and 565.

fits were provided to elderly people, 65 and over*' Medicaid pro-
vided federally aided state government health benefits and expanded
health services to millions of low-income people not covered by
Medicare. Government became the source of more than half of third
party payments after 1966. Third party payments rose {from 47 per-
cent of personal health care expenditures in 1965 to 63 percent in
1971 (sece Table 3).

Widespread insurance coverage increases the demand for medi-
cal care by reducing the out-of-pocket expense paid by the consumer.
The decision of the consumer is distorted by the fact that he does not
bear the full burden of medical care while he does bear the full
burden of other expenses. Medicare and Medicaid have had the
same distorting impact.

Certain types of medical attention were demanded, even when
not absolutely necessary, if they were covered by insurance. Many
aged and low-income persons were receiving free medical care
through free clinics or hospitals or charitable institutions before
implementation of the program. The more liberal privileges under
Medicare and Medicaid, however, allowed a great number of people
to seek medical services they would have foregone because it was
not paid for under previous programs.** An indication of this can

13




Table 3

PERCENTAGE DISTRIBUTION OF SOURCES
FOR PERSONAL HEALTH CARE EXPENDITURES
SELECTED YEARS 1950-1971

Third 7P”ar“ty Paymenrii;

Direct Private - -

Payments Private Public Total
Fiscal Year (1) 2 3) 24 3)
1949.50 68.3 11.5 20.2 31.7
1954.55 59.0 18.2 22.8 41.0
1959.60 55.3 23.0 21.7 44.7
1964-.65 52.5 26.7 20.8 47.5
1265-66 51.5 26.7 21.8 48.5
1966-67 45.4 24.4 30.2 54.6
1967.68 40.8 24.2 35.0 59.2
1968-€9 39.0 25.0 36.0 61.0
1969-70 39.0 26.0 35.0 61.0
1970.71 37.2 27.0 35.8 62.8

Source: Derived from Dorothy P. Rice and Barbara S. Cooper, “National Health
Expenditures, 1929-1971,” in Social Security Admiinistration, Social Security Bulle-
tin, January 1972, Table 5.

be found in the utilization of hospital facilities uver the period
1965-1967 The average stay lengthened from 9.1 to 9.9 days. That
increased third party coverage allowed people to stay longer than
they did formerly can be inferred from observation of the statistics
during the period of installation of Medicare and Medicaid.

There was already a shortage of medical personnel following
the rapid growth of private insurance before the introduction of
Medicare and Medicaid. Implementation of these programs increased
demand further and worsened the shortage.

.

The Supply Response

In most sectors of the economy, the supply of goods and services is
largely governed by the net return realized from their production as
compared with the net returns realized from using the same resources
elsewhere. These net returns depend in part on the relative demand
for goods and services. Given the conditions where sellers are willing
to supply certain goods and services and buyers want and are ~ble to
pay for these same goods and services, the market is cleared at the
price equating demand and supply. Price serves a rationing funciion,
The market pricing mechanism also applies to medical care services.
Additional supplies are called forth in response to higher prices

14
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resulting from increased demand. ~lthough certain faclors prevent
this mechanism from working as conventional theory suggests.

Factors Affecting the Supply of Medical Care. The supply of medical
care is affected (1) by the state of technology and organization affect-
ing productivity, (2) by the number of medical personnel and the
capacily of facilities, and (3) vy the location cf personnel and facili-
lies relative to demand or need. The rate at which supply can be
increased is influenced (1) by time lags in graduating personnel and
building facilities, (2) by entry limitations lo medical schocls and the
rate of attrition in such schools, (3) by licensing requirements for
physicians, (4) by the rate of retirements and deaths in the profession.
(5) by the returns to those supplying medical care, (6) by the capital
market for medical facilities investment, (7) by locational decisions
of physicians and auxiliary personnel, (8) by the existence of a
vertical gap in the hiererchy of medical personnel,® (9) by the rate
of introduction of new technology oifecting productivity of medical
personnel and facilities, and (10) by the rate of improvement in the
organization of the delivery of medical care.

Imperfections in the medical care market exist on the supply
side as well as on the demand side. In discussing the factors aifect-
ing demand we mentioned the unique role of the physician as
decision maker in determining what medical goods and services the
patient needs to have. Physicims are, for example, in a position 1o
decide when a condition reguires hospital confinement and how long
a patieni has lo stay— - decision which affects the amounts of goods
and services supplied.

To the extent this ability of supply to create its own demand
exists, it frustrates attempts o relieve shortages by increasing supply.
Morcover. other market imperfections restrict supply even in the
presence of excess demand. There are monopolistic clements in the
market. Entry is restricted not only through medical schools but also
through licensing. certification, or membership requirements in pro-
fessional societies.*' Membership in county or state socicties is
somelimes necessary for the use of hospital facilities.

The supply sector of medical care differs from that of ordinary
goods and services insofar as the prouuction of medicai care is
directed towards supplying medical “needs” rather than meeting
moretary demands. This special character of the supply of medical
care leads lo investment decisions being made on the basis of
estimates by the profession of the “needs™ of society rather than
on projecled demand in the normal market sease. Many specialized
health facilities (such as coronary care units and provision for open




heart surgery) are built with “excess standby capacity” intended to
meet emergencies with little balance between the probable extent
of any probable emergency and the facilities provided.

Growth of Personnel and Facilities. The current shortage of doctors
is sometimes traced to the closing of many medical schools early in
the century as a result of the Flexner Report in 1910.* After the
number of “Class A" schools reached 77 in 1933, it stayed at that
figure for 15 years (except for 1943 when there were only 76).
While the closings were well intentioned, it is at least arguable that
the powers extended to organized medicine to maintain a high
standard of medical education have been overused to limit supply
for the economic self-interest of the group.** By exercising ils power
lo certify schools and hospitals fit to educate and train docters, the
AMA reduced the number of medical schools in the United States
from 160 in 1905 to 88 in 1920 and 76 in 1930.2

From 1934 to 1945, the schools turned out an average of 5,100
graduales a year. This allowed the profession to keep the aggregate
ratio of doctors to population relatively unchanged over the years,**
but did not allow for changing requirements resulting from advances
in science and technology, nor for changing utilizatien resulting from
changes in income and education, nor for changing patterns of de-
livery of health care and population.™ The ratio has inched upward
in recent years, because of the influx of foreign-trained phisicians
and the increase in annual graduates from American schools begin-
ning in 1951. From an average of 5,100 graduates annually from
1934 to 1245, the number rose to an average of 6,800 graduates
annually from 1953 to 1959 and 7,200 annually from 1960 to 1966.*'
By 1966 the schools were graduating 36 percent more doctors than
they had graduated in 1950. By 1971, they were graduating 63 percent
more.™ The rapid increase in recent years was presumably a response
to demand and to federal pressure o increase the supply of doctors.*
But direct federal helj did not begin until 1964, and with the in-
evitable lag of several years, did not influence the number of
graduates before 1968.

The rate of withdrawal from the profession through death or
retirement is placed at 5,000 to 6,000 per year.*" To keep up with the
growth of demand, the nation's supply of doctors had to be aug-
mented by foreign sources. Table 4 shows the number of physicians
and surgeons immigrating into the United States during the period
from fiscal year 1949 to fiscal year 1970 In 1969, 23 percent of
licenses issued (2,307 of a total of 9,978) were to physicians originally
coming from foreign schools.* During the period 1959 to 1969 the
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Table 4

IMMIGRANT PHYSICIANS AND SURGEONS
FISCAL YEARS 1949-1970

Fiscal Year Number Fiscal Year Number
1949 1,148 1960 1,574
1950 1,848 1961 1,683
1951 1,387 1962 1,797
1952 1,201 1963 2,093
1953 845 1964 2,249
1954 . 1,040 1965 2,012
1955 1,046 1966 2,549
1956 1,388 1967 3,325
1957 1,990 1968 3,060
1958 1,934 1969 2,756
1959 1,630 1970 3,155

Source: National Science Foundation, based on data of the Immigration and
Naturalization Service, U.S. Department of Justice.

proportion of physicians on record with the American Medical Asso-
ciation who were graduates of foreign medical schools (most but
not all being foreigners) rose from 8.6 percent to 18.4 percent.™

The increase in foreign-trained non-U.S. citizens entering the
medical field may be assumed to result from the increased demand
for medical personnel and the economic and professional attractive-
ness of a U.S. practice. In particular the growth of short-term hos-
pitals not associated with medical schools provided a demand for
foreign interns, residents, and staff. In 1971, there were 14,500
foreign-trained interns and residents in U.S. hospitals (most but
not all of them foreigners).”® .

Present standards and quotas under which schools and hospitals
operate are unnccessarily restrictive and probably even monopolistic.
Restriction of entry into professional schools could be justified if
there were a lack of qualified applicants. The evidence indicates no
such lack. In fact, poor chances for admission may discourage quali-
fied applicants who do not apply and go into other fields instead.
The fact that the number of schools and graduates was kept at a
constant level for a prolonged period in spite of growth in population.
income, general education, and membership in uther professions car
only give rise to the suspicion of effective control of supgly for
reasons other than quality maintenance. It would be logical to expect
a significant rise in the number of schools and graduates, considering
the rise in the number of college graduates and in the levels of
family income.
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In the academic year 1932-34, 62.5 percent of applicants to
medical schools were accepted. As the number of applicants in-
creased, the proportion accepted declined steadily to 29.3 percenl
in 1949-50. In 1949, there were more than three applicants for cach
place in medical school. The ratio of applicants to those accepted
declined slowly to 1.7 in 1960 and 1961 (reflecting in part a greal
temporary expansion of federal assistance to graduate education in
other fields). The ratio rose to an average level of two applicants for
every place during the period 1962 to 1969 In 1972, it was esti-
mated that nationwide approximately two-thirds of the applicants
to medical schools and one-half the qualified applicants would be
turned down. '

Another indication that the number of qualified applicants far
exceeds the number aceepted is the extraordinarily low number of
admitted applicants who do not graduate. The percentage not gradu-
ating in four years, a low 4.4 percent in 1950, rose lo a peak of
13.7 percent in 1961, then declined steadily to 6.7 percent in 1966,
To the writers” knowledge no other professional curriculum produces
this high rate of successful completion. It may be concluded that a
substantial expansion of medical school student enrollment is pos-
sible without sacrifice in quality and without student subsidies.

Licensing requirements (which cover length of education, cous se
requirements, examinations, and so on) vary from state lo state ang
thereby affect the mobility of supply. In fact, some of them are likely
to inhibit present trends in medical education—trends such as pro-
gram acceleration, blurring of premedical and medical boundaries,
integration of instruction in basic and clinical sciences, and new
patterns of medical care delivery (such as the expanded roles of
paramedics). '

As shown in Table 5. growth of demand for medical services was
accompanied by a growth of supply. The ratio of physicians in pri-
vitte practice lo population decreased from 1950 to 1965. It rose in
1966 and 1967.* The decline from 1950 to 1965 was partly the result
of increases in the relative importance of teaching, research, and
other nonpatient care activities. In part, it was the result of the
increase of salaried physicians in hospitals, including interns, resi-
dents, fellows, and regular full-time staff members.*!

It may be noted that there has been a recent increase in nursing
graduates also. More than 43,600 nurses were graduated in 1970,
about 24 percent more than were graduated in 1964.* The number
of registered nurses has increased from 282 per 100,000 population in
1960 to 345 per 100,000 in 1970." As with doctors, a large portion
of the increase came from foreign countries.
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Table 5

RATIO OF HEALTH PERSONNEL ANC' FACILITIES TO POPULATION
SELECTED YEARS 1950-1970

(per 125,000 population)

e e st —— e - - Am e . e —mew

Physicians
In private Hospital Short-term
Year Total practice Nurses Personnelt Hospital B2dsc
1950 149 109 249 697 333
1955 150 102 259 788 344
1960 148 98 282 888 355
1965 153 97 319 1,009 383
1966 156 98 313 1,077 393
1967 158 100 325 1,117 399
1968 NA NA 331 1,156 404
1969 163 NA 338 1,205 410

1970 171 NA 345 1,245 411

3 Doctors of medicine andg osteopathy.

b Derived from Table 99 in Statistical Absiract, 1971, and Table 107 in Statistical
Abstract, 1972, using resident population data in the same source.

¢ Derived from Table 89 in Statistical Abstract, 1968, and Table 107 in Statistical
Abstract, 1972, Federal hospitals are excluded. The ratio of all hospital beds to
population declined because of the sharp drop in psychiatric beds.

Source: Statistical Abstract of the United States, 1967-1972 editions.

Rise in Medical Fees and Other Prices. Given a manpower shortage,
and a supply of medical services that does not adjust quickly to price
increases, the pressure of increased demand from Medicare and
Medicaid has caused prices for medical care to rise faster than prices
of other items (Table 2). The sharpest rises were in physicians' fees
and hospital charges.

Physicians’ fees. Calculations by Newhouse and Taylor show
that while physicians’ fees rose by an average annual rate of 3.2 per-
cent during fiscal years 1961 to 1966, the rise in fiscal year 1967 was
more than twice as great (7.5 percent).*” The rate of increase slowed
lo 6.1 percent in fiscal year 1968 and rose again to 6.7 percent in
fiscal year 1969.

During the eleven-year period 1959-1970, the median net income
of physicians in private practice rose by 88 percent (from $22,100 to
$41,500)."> While the mean income of gencral practitioners 1use by
22.1 percent during the five-year period 1959-1964, it rose by 25.0 per-
cent in the two-year period 1965-1967 (following Medicare and
Medicaid). and by nearly 50 percent during the fivelyear period
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1965-1970. Internists’ mean income rose by 14.7 percent during the
five-year period 1959-1964, by 17.3 percent during the two-year
period 1965-1967, and by 48.8 percent during the five-year period
1965-1970. The highest growth in income was among general prac-
titioners, whose median net earnings rose by 87 percent (from $20,000
in 1359 to $37,400 in 1970), and the lowest was among general sur-
geons (this lowest rate was 61 percent), making clear the shortage
of general practitioners and the relative oversupply of general
surgeons—even though general surgeons had a iaedian income of
$45,000 in 1970. The highest median earnings in 1970 were those of
obstetrician-gynecologists ($47,050); the rate of growth was 68.6 per-
cent or the second lowest. Internists ranked third in median income
with $41,250 but the growth of their income was 85 percent—almost
as high as that of general practitioners*® (sec Appendix Table 3).

The rise in earnings and in medical costs is not entirely ex-
plained by the increase in stated fees. There is some evidence that
insurance results in higher fees for the same service,™ but the major
effect came from Medicare. Because the government guaranteed the
payment of “customary fees,” doctors who formerly charged the
aged and poor less no longer found it necessary to do so. Physicians
are known to adjust their fees downward for consumers with lower
than average income when the fees are not paid by a third party.
In fact, in cases of emergency, a doctor will as a rule provide medical
attention with a minimum charge or no charge to a needy person.
The advent of Medicaid benefits, which include physician care, did
not necessarily mean more care. Instead, the physician charged fces
closer tn his customary level and improved his income from the same
care he formerly provided at “charity” rates. Physician earnings
also increased because government programs and other insurance
coverage reduced the proportion of bills unpaid.

Hospital costs. Hospital daily charges rose at an average annual
increase of 6.4 percent dur!¢ - fiscal years 1961 to 1966. In fiscal year
1967 charges rose by 16.6 percent, the rate of increase slowing only
slightly during fiscal years 1968 and 1969 (15.4 percent and 14.5 per-
cent, respectively).”

One study suggests that the increase in hospital costs leading to
the increase in charges has not merely beer. the result of a rise in
prices of inputs (wages, for example). A major portion of the increase
can be accounted for by an increase in the volume of inputs. Hos-
pitals have improved their facilities to meet increasing demand not
only for basic services but {or convenience and comfort. The rise in
the prices of inputs from 1965 to 1969 was only one-third of the total
rise in expenditures on hospital care. The rest of the increase was
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at least in part attributable to increases in volume of inputs per
patient per day.*

It would be misleading, however, to ignore the circular nature
of the rise in costs. The rise in hospital costs and medical fees up
to the mid-1960s, resulting in part from the growth of third party
payments under voluntary insurance, was one of the factors respon-
sible for the institution of government insurance programs to help
those who could not afford the higher costs of medical care. The
counter-productive effects of these programs underline the need for
careful evaluation of newly proposed programs. Extended health
payments under Medicare and Medicaid were implemented at a time
when the supply of facilities was inadequate to cope with the in-
creased demand that followed upon implementation. The situation
was aggravated by a time lag in building adequate facilities and
training additional personnel. Moreover, as noted, the absence of
advertising and other forms of rivalry such as price cutting** also
added to the imperfections on the supply side of the market, pro-
ducing monopolistic price increases.




CHAPTER III

THE NEED FOR
FEDERAL SUBSIDIES

Estimates of Medical Personnel Shortages

In 1949, the U.S. Public Health Service estimated that between
17,500 and 45,000 medical personnel were needed to bring under-
served.areas lo an aceeplable physician/population ratio. In 1953,
the President’s Commission on Health Needs indicated that by 1960
there would be a shortage of 59,000 physicians.! The Bayne-Jones
Report (1958), Bayne Report (1959), and Jones Report (1960) all
pointed out a shortage based on the need for maintaining the current
physician/population ratio. They recommended expansion of medical
school facilities and substantial federal aid both for construction
and operating expenses of medical schools, and for scholarships and
loans. Following these reports legislation was introduced in the
1960s to assist medical education.?

The figure commonly used as of 1969 for the shortage of physi-
cians was 50.000, based on Public Health Service estimates.” In the
hearings on the Hea!th Professions Education Assistance Act of 1971,
the method by which this was determined was given as follows:

The experience of large medical groups that provide pre-
paid medical care to specified and selected populations sug-
gests that comprehensive family health services for a popu-
lation of 100,000 can be provided by 100 physicians.
Application of this ratio results in a need for 12,000 physi-
cians in the 27 States that have less than 100 physicians
(private practice and full-time hospital staff, excluding psy-
chiatrists) for every 100,000 people;

8,000 physicians to provide care in urban ghettos and
other areas of special need (10 physicians for each of 800
community health centers serving 10,000 people);




15,000 psychiatrists;

10,000 physicians to fill vacancies in hospital internships
and residenties; and

5,000 physicians in teaching, research, and administration,
including 1,700 medical school faculty positions that are
now budgeted but not filled.

This estimate appears to be relatively conservative for the
following reasons:

The ratio of 100 physicians per 100,000 population is
based on an effective organizaion of medical services for a
relatively healthy section of the population.

Residents of inner cities and other low-income areas tend
to be ill more often, and to have more serious illness, than
more affluent populations.

No allowance is made for replacing any of the 14,500
foreign-trained physicians now serving as interns and resi-
dents in hospitals in the United States.

Requirements for additional physicians to teach students
in the health related professions and occupations are grow-
ing. In recent years, faculties have been increasing, but
vacancies remain high. *eanwhile, new schools of the
health and allied health professions are opening, and exist-
ing schools are expanding enrollment.

Staffing requirements for public-health physicians for the
administration of community health institutions, agencies,
and programs are rising. Health agencies have substantial
needs; and medical administrators are needed in Federal
programs, hospital administration, prepayment organiza-
tions, and union health-and-welfare programs.

As long as physicians have a high degree of freedom to
practice where they choose, it cannot be assumed that those
added to the supply will practice in areas of greatest need.

The use of this method of estimating yields a require-
ment for 371,000 physicians in 1970 and 413,000 in 1980.

Other methods of estimating the shortage are quoted below from the

hearings:

A second method of estimating requirements for physi-
cians is to assume that the country as a whole should have a
physician to population ratio at least equal to the highest
level existing in the nine geographic divisions of the United
States as defined by the Bureau of the Census. The Middle
Atlantic division (consisting of New Jersey, New York, and
Pennsylvania) has the highest such ratio and this results in
an estimated requirement of 392,000 physicians in 1970 and
436,000 in 1980.




A third approach is to use the highest State ratio as a
desirable goal. The State ratio of active physicians to popu-
lation is highest in New York. There is no consensual evi-
dence available that this State has more physicians than the
numbers necessary to provide quality care to its citizens.
Use of the highest State ratio produces an estimated require-
ment for 478,000 physicians in 1970 and 532,000 in 1980.

Other estimates of need have been developed on other
bases including econom